oe /6 3 
«a » x 
SAS? ED . _ 
= ¢ 
I.E. 12356, 00. 3.4 


Nit S- Ad 


27 -A—. MAP. DaetaltF4 


A UNITED STATES ASSISTANCE STRATEGY FOR INDIA 
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Ee The Political Setting--US Interests in India 
A Aa A. Major US interests 


1. A simple denial proposition--to keep India from becoming 
a power vacuum or a hostile Communist state. 
2. To block Chicom expansion. 
3. To curb the spread of nuclear weapons. 
4, Demonstrate effectiveness of free institutions and a mixed economy. 


I. How Well Has India Done? Surprisingly well, but not well enough. 


A. Economic performance has been especially poor in agriculture, 
B. India's foreign policy has been ambivalent. 
C. Pak/Indian frictions have been wasteful. 


It, Choosing an Aid Strategy-~-Need for cold realism. 


A. Can we "purchase" a Kashmir settlement? 
B. Can we otherwise influence Indian foreign policy? 
C. Can we buy accelerated growth? 


IV. The Options Available 


A. Strategic Disengagement--a policy of minimum aid. 
B. A Second Option--a political support level. 

C. A Strategy for Development, 

D. A Strategy Aimed at Sharply Accelerated Growth. 


Ve The Lo gical Choice 


VI. The Tactical Approach--A 1966/67 Aid Strategy 


A. The Case for Starting Now. 
B. Alternative Timetables. 

C. The FY 1967 Aid Level. 

D. Required Indian Self-Help. 
E, The Program After 1967, 


VIL Military Aid--It Serves our Interest. 
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SECRET November 8, 1965 


A UNITED STATES ASSISTANCE STRATEGY FOR INDIA 


If only because India has become our largest aid client -- and the 
results have been so mixed -- our aid strategy needs urgent review. To 
justify so massive an investment demands tough-minded demonstration 
that it serves a comparably large strategic interest and is likely to pay 
comparable results. To put it bluntly, is India worth a US investment 
which has been running around $500 million in economic and military aid, 
plus over $300 million in surplus food? 

1. The Political Setting -- US Interests in India 

It is true, if not enough, to say that India needs so much aid precisely 
because it is so big and of such pivotal significance in Asia. By any 
standard -- size, population, strategic location, past US investment -- India 
is a major piece on the Asian chessboard. Its 485 millions -- one seventh of 
the world's people -- outnumber those of Africa and Latin America.combined. 
It is the only Asian nation big enough to rival China, even in nuclear potential. 
Despite its poverty, it already produces as much as Brazil, Argentina and 
Chile combined, and almost twice as much as all of Africa. It could become a 


profitable trading partner (a 3% difference in India's yearly growth means a 


difference of $100 million in US exports). 
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As a result, India has long since become a major arena in our world- 
wide confrontation with the Communist powers. Since 1955, the USSR's 
continuing military and economic aid investment has already reached $2. 3 
billion, its largest in the Free World and exceeded only by over $6 billion in 
US aid since 1946. Paradoxically, US-USSR competition over India has 
been paralleled by a tacit community of interest in making India a counter- 
weight to Communist China, whose policy has increasingly become one of 
seeking -- hopefully in combination with Pakistan and Indonesia -- to cut its 
Indian rival down to size. 

A. Maior US Interests. These flow basically, though not exclusively, 
from our abiding interest that the balance of power in Asia as well as Europe 
not fall into hostile hands. At bottom, therefore, our interest in India (and 
Pakistan) is the same as that for which we fought in Korea, and are fighting 
in Vietnam today. The real stakes we are playing for net out as follows: 

1. A simple denial proposition -- to keep India from becoming 
a power vacuum or a hostile Communist state. The real threat to India is 
not invasion through the Himalayas, but possible disintegration and fragmen- 
tation of the as yet fragile Indian state. An India split along lines of language 
and religion, divided into food deficit and food surplus areas, lacking the 
cohesive force of a successful central government would become prey to 


subversion, to fragmentation into squabbling ineffectual states, and to 
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takeover by extremist leadership. Without trying to create a Communist 
bogeyman, we must a’. least grant the possibility that from a situation 
comparable to that of China in 1945-49 a national Communist regime could 
also emerge in India -- and with perhaps comparable effects. While such an 
India would doubtless be more pro-Soviet than pro-Chicom, the Western 
position from Aden to Singapore would be unhinged. Nor, if we worry over 
the possible domino effect of losing South Vietnam, can we ignore the potential 
impact on Free Asia if far larger India went sour. These dire possibilities 
may seem remote at present, but the real question is whether they are 
sufficiently realistic to justify insurance commensurate with the risk. 

2. To block Chicom expansion. Though this purpose might still 
be served by a national Communist India, it would be at the expense of, rather 
than in support of, Western positions in the Middle East and Southeast Asia. 
Instead the US has long counted on the eventuil emergenc¢ of a friendly, self- 
reliant India, which, together with Japan, could serve as a dual counterweight 
to China regardless of whether India ever became formally aligned with the US. 
This hope has been greatly encouraged by the conflid of interest gradually 
er...rging between India and China, highlighted by the border war of late 1962. 
It is by no means inconceivable that, in the long view, a powerful anti- 
Chicom India could join increasingly in the political and military support of the 


vulnerable smaller nations around Red China's borders. 
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3. To curb the spread of nuclear weapons. 
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While we probably can't persuade the Indians 
to delay this decision indefinitely, our interest is to put it off as long as we 
can. If India as well as China and France becomes a nuclear power, it will 
be hard to hold back Japan, Israel, Germany and others capabie of joining 


their ranks. 


4. Last but perhaps not least, to demonstrate that the largest 
under-developed Free World nation can make progress under democratic 


institutions and a mixed economy. We have a view -- partly selfish, partly 
practical, partly idealistic -- of where the world should be going. We want 
it to move toward economic well-being, toward open societies and toward 
cooperation with us and our friends. None of the emerging nations will grow 
exactly in our image. But there is a distinction between those that rely 
wholly on centralized political power as well as economic management and 
those willing to experiment with political democracy and a market economy. 
We assume that a pluralistic society where power is spread around is less a 
threat to its neighbors, to us and to world peace. India's sheer size makes it 
the prime test case of whether our way of approaching political and economic 
problems is suitable in the southern half of the world, or whether these new 
nations must by default turn to Communist models. Whether we will or no -- 


the other developing nations will inevitably compare India with China. 
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I. How Well Has India Done? Itis hard to draw a balance sheet of the 
largely intangible, or to judge what share is attributable to Western support, 
Yet, taking into account India's appalling poverty (per capita income is still 
only $85), its many religious and ethnic divisions, and the immense resulting 
burden of welding one-third of the people in the less-developed world into a 
cohesive nation, the verdict must be that India has done surprisingly well. 
The world's largest working democracy has managed to hold together and 
move forward, despite many pessimistic estimates that it could not survive in 
its present form. Equally important, the Indian elite has freely chosen, as 
their nation's priority task, that of economic development within a democratic 
framework, Economic growth has become the test of political success, 
Contrary to popular conception, India has made respectable economic 
progress. Total output has risen 3.5% to 6% yearly since 1951; agriculture 
has averaged 3-3,5% annual growth; real national income has grown at an 


average rate of 3.7%; and industrial output has risen about 7% a year. 


In fact, India's performance compares quite favorably with that of 


Red China (see attached charts). China's 1964 industrial production is 
estimated at 90 (1958=100), while India increased to 163 on the same base. 
So India's performance has been a powerful demonstration that relatively 


free young societies can effectively compete with authoritarian ones," 
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COMPARATIVE ECONOMIC PERFORMANCE OF COMMUNIST CHINA, 
INDIA, AND PAKISTAN, 1952-64 
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COMPARATIVE ECONOMIC PERFORMANCE OF COMMUNIST CHINA, 
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And India has lifted itself far more by its own bootstraps than most 
other maior US aid recipients, even though external aid provided the critical 


margin. Only about 20% of its investment is externally financed (Chile 35%, 


Korea 65%, Pakistan 38%, Turkey 26%, Nigeria 27%). Domestic saving has 
risen from 5% to 10% of national income and investment from 5% to 14%. Even 
in agriculture, India's own 1965 output of 88.5 million tons dwarfed our input 
of 5.8 million tons in PL 480 foodstuffs. While our total aid in India bulks 
large in comparison to other LDC's, ona per capita basis it ranks only 
seventh among the eight countries which receive the bulk of our aid. In per 
capita terms, we gave twice as much aid to Pakistan in 1961/65, and four 


times as muchto Turkey. 

So in judging India's performance, the verdict is less that India has 
done poorly than that it hasn't done well enough. It has not used optimally 
either its own resources or the external support it has received. What is 
really at issue, then, is not India's strategic importance or whether its 
institutions are democratic. Our real frustrations arise instead from the 
nature of India's foreign and domestic policies, which have been primarily 
responsible for the lack of better economic performance, and which have 
caused difficulties for the US on the world scene. However, it must be admit- 
ted that we have not used to the full the leverage of our huge capital and food 
investment to help influence Indian policy in directions we prefer. While the 
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chief culprit has been India's own economic policies, our own passivity must 
also be taken into account. 

A. Indian economic performance has been especially poor in the key 
agricultural sector. Even a 3-3 1/2% growth rate has barely sufficed to keep 
ahead of a rapid population increase. Indian agriculture (which accounts for 
45% of total production and involves 70% of the population) has been acutely 
starved for inputs which could permit much more rapid growth. Asa result 
reliance on US surplus food -- we already send India 1/5th of our whea: crop -- 
is rapidly increasing. If present trends continue, India will need half sur whea: 
crop (16 million tons) by 1970/71. 

B. India's foreign policy has been ambivalent. Though the Krishna 
Menon period is now over, the residual overhang of Indian neutralism and 
isolationism has been a continuing trial. Despite India's growing awareness 
of the Chicom threat, for example, it is less than consistent in failing to see 
Peiping-supported aggression in Vietnam as part and parcel of that very threat. 
Nonetheless, it must be the verdict here too that India's foreign policies are 
basically compatible with our own. Its own conflict of interest with Communist 
China has led to a growing, if tacit, community of purpose with the US in Asia. 
We have even adjusted to the reality that India will seek to stay on the right 
side of Moscow for two very practical reasons. First, the USSR is second 
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only to us in its aid to India (indeed we see Soviet economic aid as largely 
serving our own purposes). Second, Delhi also sees a vital interest in 
preventing a Sino-Soviet rapproachement, almost certainly at India's 
expense. These concerns go far to explain Indian "non-alignment". 

C. Above all, Pak/Indian frictions have created wasteful and 
dangerous diversions of resources which either can ill afford. Because of 
our ties to both India and Pakistan, these frictions have posed a painful 
dilemma. Aside from generating pressures from both sides on us, they have 
diverted the attention and resources of both from internal development, 
and have prevented that common suboontinent policy against Communist 
pressure which has been a major US aim. The recent thee weeks war 
has amply demonstrated the divisive impact of India's quarrel with Pakistan, 
and added to the accumulating US frustration over their apparent inability 
to live together in peace, Pak/Indian political, economic, and military 
collaboration instead of competition could greatly enhance the potential of 
both, and make our aid more effective, 

Il, Choosing an Aid Strategy--The Need for Cold Realism. 

Thus in deciding the level and thrust of future Indian aid, we are 
obliged to ‘ook hard at whether and how it could be used to cope with the 
problems just discussed: 

A. Can we "purchase"! a Kashmir settlement? The recent war has 


inevitably pushed this question to the forefront of our minds. A negotiated 
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Kashmir compromise would cleariy be highly desirable. Moreover, now 
that the US has suspended aid in connection with the fighting, we are ina 
position to hinge resumption on a settlement if we choose. But the real 


issue is whether even this leverage could achieve one, and the likely cost 


if we tried. 
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To say that early settlement is impossible is not to deny the importance 
of a negotiating process which will defuse the present crisis. It is simply 
to argue against hitching our policy to an impossible goal at likely expense 7 
to our larger interests. Over time, it may be possible to encourage a 


process of reconciliation between India and Pakistan which will lead to an 
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amicable settlement--there may be significant possibilities, for example, 
in earmarking some aid for joint projects which would enhance economic 
cooperation instead of competition, By delaying aid resumption we may 
even be able to press India into a negotiation, but our ability to do so 
depends critically on whether we are willing to tell India at the outset 
that we will not insist that it lead to Indian concessions as the price for 
US aid, 

In a larger sense it can be argued that our past policy in the Indian 


subcontinent has been too ambivalent to produce optimum results,’ 








re 


eT tr Ee Se SRS aiuto tine iatta te he DR aT and GaCd 
1 WX) | 
i) 


O _nere-veemenep er wens enna nS EATS 
Moreover, as Communist China rather than the USSR has become the most 


active threat to our position in Asia, the weight of our containment policy 


has shifted eastward--thus enhancing our stake in India's position vis-a-vis 
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, We should attempt 
to preserve our stakes in both India and Pakistan, and to bring about a 





Aad. ~- Wey een Pe tad 


reconciliation between; 


PS yey OR WA SWE eae wee 


| 
-4OX>) 






COPY LBJ LIBRARY 








SECRET Page Eleven 
B. Can we otherwise influence Indian foreign policy? While US aid 


cannot buy Kashmir for Pakistan, it can--discreetly yet firmly used-- 





serve our other aims. Of course, certain factors are working to our 
benefit in India already. Its own burgeoning self-confidence and its 

natural conflict of interest with Red China all work in our favor. Moreover, 
the very posture of the US in providing a strategic umbreHa against Chicom 
aggression in Asia is well understood in India and provides a degree of 
reassurance. 

While we cannot expect India (for reasons discussed) to abandon 
non-alignment vis-a-vis the USSR, it is increasingly disposed to join us in 
certain common endeavors vis-a-vis China (e.g. in defending Nepal and 
perhaps eventually Burma). Buta key point is that the less India feels 
under Pakistani pressure the more it will be free to face up to China. 

Much will also depend on India's own view as to US reliability as a supporter 
of India. This may have a decisive impact on India's decision whether to go 
nuclear at an early date. 

Moreover, external aid will be a crucial variable in determining 
the extent to which such an India can pursue mutually compatible policies-- 
or indeed survive in its present form, The availability of large external 
aid is what has made it possible for the GOI to make economic development 
the test of political success. Such may be essential to the kind of India 
we want. The very nature of the beast--India's sheer size and underdeveloped | 
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economy--creates a huge need for food and capital beyond India's own 
Capacity to provide. It also makes the giving or withholding of US aid-- 
since we are by far the largest source--the chief means of positive 
leverage open to us. In fact, India has become so conditioned to massive 


external assistance that it is hard for Indian governments to envisage doing 


without it. 


C. Can we buy accelerated growth? But this aid has not yet produced 


results commensurate with its scale, or indeed our purposes. So the 
remaining key question is whether it can be used to achieve a higher rate 

of growth--and whether this investment would be justified. The conditional 
answer is 'Yes''--provided that it is used to generate important changes in 
India's own policy and performance, The likely impact of the aid variable-- 


and the leverage it could provide--can best be assessed by examining four 


possible aid strategies, 


IV. The Options Available 
A. Strategic Disengagement--a policy of minimum aid. It would be 


simply unrealistic to eliminate all aid to India--if only on humanitarian grounds. 


At the least, the US would want to help avoid political upheavals resulting 
from food riots and prevent near starvation via some form of reduced PL 480 
program; this would still give us some political and economic leverage, 

But we could make a clear choice not to support India's development 


via bilateral aid, except possibly occasional modest loans for political impact. 
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Nor would we provide military aid, This policy would save the US about 
$500 hundred million dollars a year. We must also look at the impact 

on the Worid Bank vconsortium--the highly useful device pioneered in 
India at our instance to generate enough capital for development and to 


share the burden, This has proved most successful in that of $1 billion 





contributed to India in 1965, 58% was contributed by the other donors, If 
the US withdrew, some donors and the Bank might contribute a little more 
(and the USSR might separately increase its aid), but yet others would be 
likely to cut back. Indeed, the other donors would probably have to fall 
back on debt rollover rather than new aid, since India would otherwise 
have to default on its growing debt service burden. 

Thus US disengagement would force radical adjustments in the 
Indian economy, especially more rigid controls to ration foreign exchange, 
The whole development effort would have to be revamped. We estimate 
that India's rate of growth would drop to the rate of growth in population 
or less, 

With food supplies still little above a subsistence level, the GOI would 
need to place much greater emphasis on agriculture at the expense of 
industry. Expanded population control might become an imperative. But 
an India living so close to the margin could make little short-term progress 
toward feeding itself. Its greatest need--fertilizer--can only be bought 
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(or capacity built) with foreign exchange. So India would be faced with 
ever larger food deficits--estimated at 16 million tons by 1970/71 if 
present trends continue--with resultant pressure on the US. 

The internal political effects are harder to foresee. In the short run, 
india would hardly just fall apart; in fact, adversity might initially provide 
new impulse toward unity. But the strain on Indian democracy would soon 
become considerable~-economic stagnation could lead to authoritarianism, 
if not to political chaos. India would enter a period of highly nationalistic 
gc-it-aloneism. Resentment at US policy would be widespread--our action 
would inevitably be regarded as pro-Pak pressureQ on Kashmir. The 
result would be a sharp drop in US influence and a concomitant growth in 
that of the USSR which would replace the US as India's chief source of 
economic and military aid. Itis idle to speculate whether India would 
''99 Communist!’ over time, but the risk would become more real. 

While the underlying conflict of interest with China would remain, 


India might feel compelled to cut its losses and perhaps reach a border 





accommodation with Peiping, if only to buy time and forestall Pak/Chicom 

pressure. No Indian government would instead choose to resolve its 

differences with Pakistan; it might even be tempted toward a more active 

contest with Pakistan to divert attention from its own domestic problems. 

Also quite likely would be a decision to test a nuclear weapon--as cheap 

proof that an isolated India was still a power to be reckoned with. 
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In sum, a strategy of disengagement might not produce disaster, but 
would surely produce an India more, not less, vulnerable to Communist 


subversion or simple chaos; an India unable to become an effective 





counterweight to Communist China; an India more pro-Soviet and less pro- 
Western in its policies. Indeed, the resulting partial power vacuum might 


create a situation requiring a dramatic Western rescue operation within a 


few years. 


B. A Second Option--a political support level. If the predictable 


risk to our interests of aid disengagement seem unacceptable, an alternative 
would be to keep India on a dole. This course would involve a somewhat 
higher level of PL: 480, plus sufficient external capital assistance to keep 
the Indian growth rate at least slightly above the population increase. Such 
a level is hard to quantify, but might require $300 million in capital aid, 
provided that the other consortium donors contributed proportionately. 

This level of aid would be designed to forestall the risk of an 
Indian economic collapse, a shift to authoritarianism, and undue Soviet 
influence, It might give us sufficient leverage to insist on a higher standard 
of Indian self help in critical sectors as well, 

The chief trouble with this aid option is that--for an aid level 
roughly 75% of what we are currently investing--we could only buy 
insurance against near disaster, Even this larger investment would not 
take us anywhere, Assuming the consortium followed our lead, there might 
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even be slippage in India's present creeping growth. India's economy 
would remain with its head barely above water, a semi-permanent charge 
onus. The brutal fact is that India's debt repayment burden is already 
reaching such levels ($400 million in 1966 and $490 million by 1968) that 
it would lack the cushion to liberalize imports and take other measures 
needed to generate higher growth in general and high food production in 
particular. 

In these circumstances there would be little prospect of getting 
India off our backs, or of its developing into a self-reliant power with 
the will and ability to play a larger role in Asia, particularly vis-a-vis 
Red China. Nor would the aid carrot be big enough to forestall strong 
resentment at US aid cuts and increased tendencies to ''go it alone."" For 
example, the pressures to go nuclear would surely increase, In sum, 


saving $200 million per annum in the near term does not buy us what we 





want. 


C. A Strategy for Development. A third choice is to design a 


strategy based on the proposition that India could develop significantly 

faster than at present if an adequate level of external aid were used to get 
sharply improved economic policies across the board, The important thing 
is that this would be a new policy--not in content but in method, The idea 

of pressing for better Indian performance is not new; both AID and the World 


Bank have been moving in this direction, What is new is that we would 


now insist on it. 
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a > ae 
~The carrot need not‘in the next year or two necessarily involve 
ore at 


an increase in aid pledge levels by the US or the consortium, though by 
FY 1968 or i969 some increase would be necessary. Much would depend 
on whether India's growing debt repayment burden could be stretched out. 
So the initial annual cost to the US need be no more than the 1965 US aid 
level (only $200 million more than the political support option), plus 
sufficient PL 480 to stimulate dramatic progress toward agricultural 
self-sufficiency. 

The case for a development strategy turns on how effectively 
the aid carrot could be used to promote a commensurate degree of self-help. 


In essence, it would involve using a sizeable carrot as a sizeable stick, 


and be deliberately pres ented as a bargain in which the rate of Western 
aid would be directly dependent upon Indian performance, We and the 


consortium would offer India at least the present level, and later possibly 
increased aid, if and only if India in turn undertook: 

1, Major reforms in agricultural policy. 

2. Massive family planning to slow down the drain on growth. 

3, Progressive decontrol to permit greater functioning of the 
market mechanism and greater reliance on the private sector. 

4, <A series of political understandings. We would not seek an 
aligned India, but one committed over time to reconciliation with Pakistan, 
providing more open political support to us against Red China, and opting 
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both to postpone nuclear proliferation and eschew an over-elaborate 
defense buildup (both of which would otherwise be at the expense of 
resources availiable for economic growth), 

What results could we expect? Hard predictions are a dangerous 
game, but such a bargain does offer reasonable prospect of an Indian 
economy which would be growing under its own steam--with no concessional 
aid--within 10 or 15 years. US and World Bank studies conclude that India 
could sharply increase the efficiency of its economy via the reforms 


envisaged--to a growth rate of 6% quickly and of 7-8% within a few years. 





With proper policies and adequate inputs, India could clso produce or pay 
for its own food within 10 years. If one assumes a ccntinued US investment 
in Indian development, accelerated growth could actually save the US 
money over the longer run. 

We simply do not know enough about the relationship of politics 
to economics, nor can we assess imponderables with sufficient precision, 
to hazard that accelerated development would have comparably desirable 
political results. But we can say--and it is important--that this option 
would (a) maximize India's chances of maintaining democratic institutions; 
(b) steadily increase India's power potential and its already evident 
inclination to serve as a counterweight tio Communist China; (c) minimize 


the likelihood of an Indian drift toward alignment with the USSR. 
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D. A Strategy Aimed at Sharply Accelerated Growth. In fact, ifa 


politically stable, rapidly modernizing, and increasingly anti-Chicom India 


is as important to us as herein argued, there is a case for an even larger 
investment--designed to promote even more rapid economic growth. Many 
economists contend that an early substantial increase in external aid (say 
from the present rate of $1 billion per annum from the Consortium to a 
rate of $1.3 billion would produce commensurate results. The US contri- 
bution would rise by perhaps $190-200 million per annum in the early years. 
In effect, this is precisely what was done successfully in Pakistan 

(where recent US per capita input has been over twice as large as in India). 
Many Indians point out that if their aid cushion were comparable, they too 
could safely risk such measures as drastic import liberziization and more 
rational pricing. Thus significantly higher aid could be used as a more 
powerful incentive to the broad policy reforms we see as so essential. Nor 
would such a program seem unduly costly in relation to the likely results, if 
one takes into account India's size and pivotal position in Asia. 
V. The Logical Choice 

One fundamental point of this paper is not just that India is important 
but that it has already made the right choices. The fact is that India, 
pursuing its own interests, is already going our way. It is seeking to 
preserve democratic institutions, is committed to development, and is 
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pursuing foreign policies increasingly compatible with ours. We don't 
need India as an overt ally, we have no major base requirements, nor are 
US interests critically affected by Pakistan's quarrel with India (wasteful 
though it is from our standpoint), 

The second basic point is that our major strategic interests cannot 
be served without large-scale aid. The risks in reversal of the trends 
above are simply too great in a strategy of disengagement. Even a frankly 
political support level doesn't take us anywhere. It merely keeps India 


barely afloat, 


But the third essential point is that only with much better Indian 





performance can we get an optimum return for a larger scale investment. 
Past US policy has been inadequate on this score. So choosing a strategy 
of development is that best suited to our long-term interests only if it can 
be effectively tied to increased self help. How to drive this bargain is the 
real problem we confront in choosing an aid strategy. Our ultimate choice 
of option--be it a political support level, a minimum development strategy, 


or the highest option--ought to realistically depend on whether we can get 
Incia to play ball. 


VIL. The Tactical Approach--A 1966/67 Aid Strategy. 


The tactics of reaching the far-reaching understandings needed 
are necessarily complex and delicate. The answer is tactical flexibility; 
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our guiding principle should be to make the bargain self-enforcing, i.e. 


vary the actual flow of aid according to Indian political and economic 
performance. Thus in chcosing a high option, we are not irrevocably 


committing ourselves to spend more money--or even as much as in the 
past--uniess we can get commensurate results. 


A. The Case for Starting Now. But there are several reasons why the 





bargain can and should be struck as soon as possible: First, Shastri is newly 
confirmed in power by his ''victory'’ over Pakistan and China, which gives 
him more room to maneuver at home, Second, the optimum time for 
exerting influence on India's economic planning is right now, when the 

new Fourth Pian (which begins next April) is being whipped into final shape. 
Third, our own holding back on all new aid has made Shastri quite uncertain 
as to our intentions and increasingly aware that he must pay a price (one 
trouble is that the Indians suspect the price is Kashmir--which Shastri 
cannot pay). So the time seems ripe for cementing a bargain with Shastri-- 
and for doing so before the Indians, misinterpreting our intentions, freeze 
their own economic planning and/or take political measures such as building 
the bomb which will make the bargain harder not easier to reach, 

An added reason for moving now--and for choosing a high option-- 
is to maximize adequate burden-sharing from other Western donors. Our 
aid strategy will be the more successful if we can get active support from the 
World Bank, UK, Germany, Japan, Canada and France to: (a) blunt and 
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spread any adverse reaction to our holding up full scale aid until the 
needed bargain has been struck; and (b) widen the pressures and inducements 
for Indian performance, while limiting India's alternatives if it fails to 
perform. Lacking a strong US lead, the consortium is in danger of breaking 
up as other donors revert to bilateral aid and to a business as usual basis. 
On the other hand the World Bank is eager to join in pressing India to do 
better, which gives us a powerful ally. 

B. Alternative Timetables. Our timetable for actior. depends 
essentially on when we can reach an accord with Shastri at the summit-- 
for the bargain envisaged can only be reached at the top. If he comes soon-- 
and is responsivee-then we could begin to open up the flow of new aid. Or, 
if Shastri and company were not sufficiently forthcoming, we could hold 
at a lower aid level until he was. 

Even so, an understanding with Shastri would necessarily 
encompass only the broad outlines of the bargain, and detailed follow through 
would take time. Thus full scale resumption should depend on: (1) satis- 
factory stability along the Pak/Indian border; (2) whether the final Fourth 
Plan frame was satisfactory; and (3) actual Indian performance. For 
example, any new longer term PL 480 agreement should be directly 


conditioned on India's own promised performance, subject to periodic review. 
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If a summit with Shastri is delayed for various reasons, we 
need alternate tactics so as not to foreclose our options. There would be 
a good case for some modest interim aid to avoid economic stringencies, 

fo Rou chew os. 
and jarive India's leadership further into extreme nationalist positions. 
For example, an early $50 million loan for fertilizer would greatly improve 
the prospects for the next rice crop and reduce PL 480 demands, besides 
underlining our new stress on agriculture. A few such gestures would also 
ease Shastri's political problem in appearing to come here hat in hand, and 
thus make it easier, not harder, for us to drive a hard bargain. Given 
India's huge needs, such gestures would not really deprive us of bargaining 
leverage, Meanwhile, we would keep conditioning the Indians on our terms 
for full-scale resumption. We would keep the choice before them as 
essentially theirs to make. 

C. The FY 1967 Aid Level. Depending on whether our political and 
economic preconditions are met by FY 1967, we could (1) pledge in the 
$485 to $535 million range if full backing to the fast growth plan were 
desirable; (2) continue last year's $435 million pledge level (with a higher 
commodity aid proportion) for the first year of the Fourth Plan in order to 
observe the results of Indian reforms; or (3) cut our pledge to the $300 to 
$350 million range if adequate reforms had not been instituted. 

PL 480 requirements for FY 1967 are expected to be around 


$450-500 million, which would provide for 6-7 million tons of wheat, 
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300,000 bales of cotton and small amounts of other commodities. Assuming 
a satisfactory harvest, this level of aid would permit modest accumulation 
of buffer stocks. 

D. Required Indian Self-Help. Our willingness to proceed should 
hinge on negotiations through the consortium and bilaterally to obtain 
certain essential changes in India's Fourth Plan (April 1966-1971). We 
judge that the Plan as now tentatively conceived, despite a near doubling of 
investment, will yield growth of only about 5% a year. However, an 
immediate increase to 6% is feasible, and further increase to 8% or 
more a year may then be possible a few years hence. Since such increases 
can be had only if India makes the necessary major changes in policy, 
what is required is the following package: 

1, Import Liberalization, Decontrol, accompanied by exchange 
rate adjustments, would be a major stimulus to rapid expansion of exports 
and enhance the attractiveness of India to the private foreign investor, 
Controls designed to protect India's foreign exchange and to allocate scarce 
imports to priority needs have become a source of all-pervasive government 
control over industry. This system: (a) creates uncertainty and delay in 
obtaining imports, thus raising costs; (b) misallocates resources; (c) 
enables inefficient enterprises to flourish; (d) creates an unrealistic 
basis for investment decisions; and (e) substitutes bureaucratic determination. 


for the price considerations of the market. 
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2. Agricultural Policy Reform. We must insist on measures to 


achieve a 5% growth rate as the minimum acceptable for the Fourth Plan, 
Even this rate should be revised upward as Indian agriculture gains 
momentum, Although Indian policymakers favor a higher priority for 
agriculture in the Fourth Plan, proposed improvements --especially in 
supply of fertilizer-estill fall short of needs. India must do better--and 


we have the leverage to compel this by directly bargaining future PL 480. 


We should also concentrate our commodity and project loans on higher fertilizer 


imports and production (supported by foreign private investment) than the 
GOI is projecting. 

3. Population Policy. At the present rate India's population will 
grow another 55% by 1981. Ifit thus reaches three quarter billion--over 
double that of 195l--more than 60% of the growth resulting from intensive 
development will be needed merely to maintain per capita income. Yet the 
tiny family planning program launched so far will not produce a significant 
fall in the birth rate. India needs to mount a dynamic, nationwide program 
that eventually will reach every village. This must be India's program-- 
our role is simply to point out discreetly that adequate growth is impossible 
without it. And it is well within India's own resources to do so. 


4. Export Expansion and Foreign Investment. The GOI must 


devise a much more resourceful program of export promotion (which should 
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be buoyed by exchange rate adjustment, liberalization, and increased 
nonproject imports) by factoring an ambitious export target into any 
calculation of aid requirements we accept. Once this target is set, con- 
sortium aid should not be increased to offset export shortfalls except in 

the most extenuating circumstances. Project loans will be programmed 

to support export expansion, We would follow the same approach of insisting 


on ambitious targets to secure improvement in the foreign investment 


climate. 


5. Rural Manpower and Employment, We must use PL 480 to 


bargain for a radical expansion in the proposed rural works program, 





supported if necessary by a specific allocation of PL-480-generated 
lecal currency. 

6. Administrative reforms, Also critical to success of the 
Fourth Plan are: (a) tax structure reform; (b) overhaul of price adminis- 
tration; (c) rationalization of transport policy; (d) grid integration of 
electric power capacity, and (@) managerial reforms for conspicuously 
defective public enterprises, 

E, The Program After 1967. Such major policy changes as we seek 
probably can't all be achieved in one year. Vigorous implementation will 
demand US and Indian attention throughout the Fourth Plan period, Assuming 
India undertook these new policies, it would need total 1966-71 Consortium 
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assistance about 30% higher than in the past five years--about $1, 4 billion 

per year--to achieve the higher growth rate envisaged, If the US share 
remained 42%, US commitments of about $550-600 million would be required, 
If all went well, we might wish to choose an even higher level to back up 
success. On the other hand, a stretching out of debt payments would 

reduce the new capital add-on needed. Another possibility, in lieu of increased 
aid pledges for the next two years, would be to make a higher proportion of 


aid available for non-project imports (i,e. a larger element of commodity 





assistance to support import liberalization and full utilization of existing 
capacity), The increased growth rate might then give rise to additional 


savings and exports, thus reducing total aid requirements. In effect there 


are ways and means open to us to minimize any added out-of-pocket cost, 
while still promoting accelerated growth. 
Moreover PL 480 needs would begin to decline about halfway through 


the Fourth Plan, if new agricultural policies prove effective. In 1968-71 we 
would continue special emphasis on agriculture by financing large scale 
imports of fertilizer while stimulating (via direct loans and private investment) 
increased domestic capacity and generating programs to improve the 
availability of other inputs and services (credit marketing, seed, plant 
protection). 

The need for external aid would probably drop off sharply in the early ~ 
Seventies, though longer range estimates can only be rough approximations. | 


But if new economic policies resulted in the desired growth of 7-8% per 
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year, Fifth Plan (1971-1976) aid needs should be less than half those of 
the Fourth Plan (about $700 million per year from the consortium, of 
which a proportionate US share would be in the $300 million range). The 
PL 480 requirement would be halved, and India could be within five years 
of eliminating the need for aid. Thus more money now would not only 


achieve our aims but bid fair to reduce the burden within a relatively 


short period of years. 


Vi. Military Aid--It Serves our Interest, 


The recent MAP level of $50 million per year (plus up to $50 million 
in credit sales) is modest in comparison to India's defense outlays, even 
in foreign exchange. We should not resume such aid until the Pak/Indian 
border is stabilized, and the necessary political and economic understandings 
have been reached with India (and perhaps Pakistan). 

However, this modest level of MAP can give us a degree of leverage 
which justifies the outlay. We want to maintain a reasonably adequate 
Indian defense against renewed Chicom pressure, and it may be that as India's 
military strength increases it will join in other common defensive enterprises 
(e.g. in defense of Burma), There are also various political and pre-emptive 
purposes to be served by military aid. We have, for example, an interest 
in preventing the USSR from acquiring undue influence over the Indian defense 
establishment by becoming its prime supplier. We also may find that . 


conventional MAP gives us some leverage to dissuade India from going nuclear. 
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Equally important, we wish to forestall India's spending so much 

on defense as to impair its ability to achieve the economic growth which 

is our primary aim. Indeed, we have an interest in seeing that India's 

forces do no become too much larger than those of Pakistan (which would 

in turn generate new Pak demands on us), If we resume MAP to Pakistan, 

we should do so for India as well. Our chief instrument for influencing 

the size and nature of India's defense establishment is our economic aid, 

but we shculd also use MAP and credit sales more dynamically to achieve 


the desired leverage. 


COPY LBJ LIBRARY 





